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determine the respective economic interests
of several states in net income and in finding
a formula which least disrupts economic ac
tivity and which recognizes the interests of
the several states. Truly scientific apportion
ment of income of an integrated business
venture must give way to more general prin
ciples that can be fairly easily applied. As a
result of this requirement, many states are
already using a formula known as the Mass
achusetts formula and which requires an arith
metical averaging of three different factors
measured in terms of property, payroll, and
sales. The proposed Uniform Act applies the
Massachusetts formula.
The property factor immediately presents
the problem of valuation. The Uniform Act
bases the property factor on original cost even
though it is admitted that certain inequities
may arise because of inflation; but the use of
replacement cost, market value, or any other
factor presents many more difficulties than are
present in the use of original cost. With respect
to rented property, the Uniform Act values it
at 8 times the net annual rental rate, which
is the rule presently used by the state of New
York.
The payroll factor uses the same tests as
are now used for determining unemployment
tax liability in multi-state situations. It is felt
that the use of these tests will reduce the
taxpayers’ burdens in computing the payroll
factor.
The most controversial factor of the Uni
form Act is the sales factor; the place of
destination test is the one proposed in the
Uniform Act. It provides that sales of tangible

personal property are deemed to be in a state
if the property is delivered or shipped to a
purchaser, other than the United States govern
ment, within that state, regardless of the f.o.b.
point or any other conditions of sale OR if
property is shipped from an office, store, ware
house, factory, or other place of storage within
the state and the purchaser is the United
States government or the taxpayer is not tax
able in the state of the purchaser.
A recent survey conducted by the Con
troller’s Institute ascertained that 104 out of
999 firms were taxed on more than 100% of
their income by various states, ranging to a
high of 198% with the average 106%. A study
reported in the Nov.-Dec. 1958 issue of the
Harvard Business Review by Prof. Studenski
of N.Y.U. disclosed that 4 of 23 concerns
(over 15%) were assessed in the various states
in which they were taxable on more than
100% of their net income.
To summarize, then, there are two prob
lems with which accountants should be con
cerned:
First, due to various formulas now used, any
interstate business may be forced to pay a
tax on more than 100% of its income.
Second, a particular interstate business may
be required to file returns in such a large
number of states that its costs of complying
with the various state tax laws may be vastly
greater than the corresponding costs of a
firm doing business in but a single state.
Thereby, competition could be lessened.
The author is serving a second year as a member
of the A1CPA Committee on Uniform State Tax
Provisions. This special committee was established
in 1959.
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